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KEY ECONOMIC INDICATORS - NEPAL 
(in millions of U.S. dollars unless noted) 


(Nepal FY begins mid-July) FY85/86 FY86/87 FY87/88 FY88/89* 
Domestic Economy 
Population (millions) - 16.7 i761 17.5 
Population growth (%) - 2.66 2.66 2.3 
GDP in current dollars 2654.3 2717.3 3097.5 n.a. 
GNP in current dollars 2690.7 2771.6 n.a. n.a. 
GDP constant Nepali Rupees 
FY 74/75 Base (% Change) 3.94 2.41 7.13 n.a. 
Average Inflation Rate (%) 15.9 13.3 11.4 n.a. 
Production and Employment 
Nonagriculture labor force (1981 Census-thousands) 591 
Industrial output index 
(FY74/75 = 100) 242.7 313.6 346.3 n.a. 
Cash crop production index 
(FY74/75 = 100) 158.2 178.5 237.5 n.a. 
Government expenditures 502.4 534.8 621.7 813.3 
Government revenue 238.2 277.3 332.7 387.5 
Foreign loans/grants 188.4 185.4 239.5 370.4 
Balance of Payments 
Exports (F.0O.B.) 158.2 138.9 n.a. n.a. 
Imports (C.I.F.) 480.6 506.5 n.a. n.a. 
Trade balance -322.4 -367.6 n.a. n.a. 
Current account balance -196.2 -193.7 n.a. n.a. 
Stock of foreign debt 529.8 704.7 7793.3 n.a. 
Debt service as % 
of all exports** 9.3 16.3 n.a. n.a. 
of non-Indian exports 15.6 28.8 n.a. n.a. 
Gross foreign exchange 
reserves (year end) 177.6 194.0 n.a. n.a. 
Average exchange rate for 
year (NR per US$1.00) 19.5 21.53 22.0 24.0 
U.S.-Nepal Trade/Aid 
U.S. exports to Nepal 8.9 4.0 n.a. n.a. 
-U.S. imports from Nepal 41.4 28.1 n.a. n.a. 
U.S. as % of Nepal exports 26.2 20.2 n.a. ' nea. 
U.S. as % of Nepal imports 1.8 «& n.a. n.a. 
U.S.A.I.D. disbursements 14.4 13.4 16.1 n.a. 


Principal U.S. exports to Nepal: medicine, machinery and 
spare parts, milk products. Principal U.S. imports from 
Nepal: ready-made garments and carpets 


* Statistics for all years are subject to revision; FY 88/89 
data are estimates. ** Debt service equals principal plus 
interest payments. Indian exports do not earn convertible 
currency to repay debt. Sources: Ministry of Finance and 
Central Bank documents; IBRD/IMF Reports; and, USAID documents. 











SUMMARY 


Nepal is a land of contrast. Its terrain ranges from the 
highest mountains in the world to almost sea level plains. 
Classified as an agrarian economy (over 93 percent of the 
population is engaged in subsistence agriculture), the average 
per capita income is $160. Rural, virtually isolated villages 
(per capita income may be as low as $20) exist where life goes 
on much as it did a hundred years ago, in contrast to the 
modernized centers of Kathmandu or cities located along the 


Indian border, where per capita income may range as high as 
$600. 


Through the mechanism of 5-year development plans financed in 
very large part by multilateral and bilateral donors, Nepal as 
a nation is slowly moving into the modern world, having started 
from virtually ground zero in 1950. Tremendous progress has 
been made in constructing infrastructure (roads, communication 
facilities, electricity), providing education and health 
facilities, and developing commercial agriculture and 

industry. Between 1975 and 1980, real growth of gross domestic 
product (GDP) was estimated at 2.3 percent per year, varying 
widely annually, mostly as a function of adequate rainfall. 
During the early 1980’s, real GDP growth averaged 4 percent. 
Last year’s rate was 7.1 percent, reflecting a good monsoon 
year. Nominal nonagriculture GDP is estimated at a little over 
$1 billion. 


The balance of payments is structurally weak, and the 
government fiscal situation precarious -- problems being 
addressed by a structural adjustment program supported by the 
International Monetary Fund and the International Development 
Agency. Without such structural adjustment, economic prospects 
are not viewed as favorable. With dedicated implementation, 
the program’s objective of resolving problems while 
simultaneously achieving a higher rate of growth may be 
obtainable. Major policy redirections include reform of the 
trade regime and the exchange rate system, tighter fiscal 
controls coupled with resource mobilization, control of 
inflation and control of the expansion of domestic credit. 


The industrial policy act has been rewritten, emphasizing both “ 
direct foreign investment and export promotion, and both the —_ 
government and private entrepreneurs actively seek joint 

ventures in all areas. Tourism development is a major target 

area for investment. The domestic market is shallow and 

prospects for penetrating the Indian market are constrained by 

a trade agreement which prohibits favorable treatment to 

products that do not contain 80 percent Nepali/Indian raw 

materials. Major U.S. business opportunities lie more in 

providing goods and services in support of donor-assisted 

development projects. 
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A. CURRENT ECONOMIC SITUATION AND TRENDS 


Aggregate economic indicators for the Nepali Fiscal Year 
1987/88 (which begins in mid-July) were all impressive, with 
the exception of control of inflation. The balance of payments 
is in a significant surplus position, currently estimated to be 
approximately $66.7 million. By mid-March 1988, foreign 
exchange reserves were equivalent to 6.8 months of imports. 
Exports of ready-made garments and carpets increased 
significantly over the prior year, reflecting government policy 
changes which liberalized access to raw materials and 
streamlined export procedures. Nominal GDP grew at 16.5 
percent over the prior year, with agriculture growing at 18.3 
percent and nonagriculture at 14.5 percent. Real GDP increased 
by 7.1 percent, with agriculture growing at 8.7 percent and 
nonagriculture at 5.0 percent. In current terms, GDP in FY 
1987/88 was approximately $2.9 billion compared to $2.5 billion 
the year before, using an exchange rate of 23.5 Nepal rupees 
per $1. In real terms, GDP was about $1.2 billion compared to 
$1.1 billion the prior year. Agriculture represents 
approximately 52 percent of GDP, down slightly from 54 percent 
the prior year in current rupees. Improved GDP performance is 
attributable to an increase of 17 percent in food crop 
production and 33 percent in cash crop production, one of the 
highest rates of growth in recent years. Production of jute 
and tobacco declined while sugarcane and potatoes increased 
very significantly, with oilseeds showing modest growth at 10.8 
percent. 


Money supply increased significantly (24 percent), attributable 
to the substantial increase in net foreign assets held by the 
banks. Average inflation is estimated to be about 11.4 
percent, as measured by the price index which includes heavily 
weighted administered prices. Industry in Nepal is basic in 
nature and largely government owned. Parastatal production 
(sugar, leather, shoes, cigarettes, cotton clothes and 
agriculture tools) was lower in FY 1987/88 compared to the 
prior year, while production of cement, bricks and tile was up 
marginally. Capacity utilization of parastatals declined in 
five of the nine industries cited. Tourist arrivals were up 11 
percent compared to the prior year, representing 249,000 
individuals, about 75 percent of whom listed pleasure as the 
purpose of the trip. Total installed power generation reached 
203.8 megawatts, of which 162 megawatts are from hydropower. 


Fiscal performance in FY 1987/88 showed clear improvement over 
the prior year. Domestic revenue collections increased 22.5 
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percent over the prior year, while receipt of foreign loans and 
grants compared to expectations increased significantly. About 
48 percent of the total budget is financed from domestic 
revenue, with 32 percent from foreign loans and 13 percent from 
foreign grants. The remainder comes from domestic borrowing. 
The government’s budget for FY 1988/89 estimates expenditure of 
approximately $830.6 million (exchange rate of 23.5 Nepali 
rupees per $1), which represents a 28.5 percent increase over 
the prior year, the highest annual percentage increase since 
1982. In absolute terms, it is the largest increase ever and 
the absolute increase is greater than the total budget 
presented for FY 1980/81. Over 68 percent of the total budget 
is planned to be expended on development activities. On the 
strength of good performance the prior year, the government 
embarked on a program aimed at fulfilling the people’s basic 
needs by the year 2000. Over 82 percent of planned 
expenditures for sectors related to basic needs directly 
address fulfilling basic needs. There is concern that the 
government’s budget for FY 1988/89 reflects a turning away from 
structural adjustment and that the growth rate of domestic 
resource mobilization is insufficient to support current levels 


of development, let alone a very expanded program aimed at 
fulfilling basic needs. 


B. IMPLICATIONS FOR THE UNITED STATES 


Investors with ideas which would increase Nepal’s exports, 
substitute for imports or provide jobs and training for Nepalis 
should not hesitate to check out the possibilities in Nepal. 
Nepal offers American businesspeople a rare opportunity to get 
in on the ground floor. The Nepali Government has demonstrated 
significant willingness to be creative, cooperative and fully 
supportive of foreign investors. Government incentives for 
private foreign investment are substantial and likely to remain 
in effect for the foreseeable future. Improvements in banking 
services, international (satellite) communications and 
electricity supply promise to remove major impediments to doing 
business in Kathmandu. Political stability and sustained, 
albeit slow, economic growth provide an attractive environment 
for foreign investment. To some extent, the "rules of the 
game" for businessmen, whether Nepali or foreign, are still in 
the formative stage and susceptible to change. 


Nepal’s resources are few but significant. Foremost is the 
beauty and majesty of the world’s highest mountains. Nepal 
still awaits development of a first-class mountain resort and 
other specialized resorts which might, for example, cater to 
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the passengers of charter flights and commercial service now 
available directly from Europe. Forests occupy 37 percent of 
the land in Nepal and have yet to be turned to commercial 
purposes. Spices and herbs and other specialized products have 
yet to be fully exploited. The extremely large, ever-growing 
Indian market is exploitable, even with the provision that 80 
percent of raw materials must come from India or Nepal, given 
the agro-business potential of Nepal. The full range of all 
possibilities has yet to be explored. 


With its small consumer population, undeveloped economy and 
geographic remoteness, Nepal is not likely to become a major 
market for U.S. goods and services. In 1986, Royal Nepal 
Airlines agreed to buy two Boeing 757-200 aircraft, with the 
possibility of further sales in the future. This $100 million 
plus deal, underwritten by the U.S. Export-Import Bank (and its 
British counterpart, for Rolls Royce engines) is Nepal’s 
largest entry into the international commercial finance 

market. Even where possibilities exist, U.S. firms will face 
stiff competition, not only from developed countries with 
experience in the region such as Japan but also from developing 
nations such as South Korea, Thailand and most notably India, 
which possess the technology to meet many of Nepal’s 
requirements and which have a major competitive edge from the 
standpoint of labor and transportation costs and other 

factors. Some American engineering firms are overcoming these 
problems via joint ventures with Asian firms in bidding on 
development contracts. 


Supplying U.S. goods and services for development projects 
could present significant opportunities for American business 
in certain specialized fields, such as hydroelectric power 
generation. Opportunities for consultancy, contracting and, to 
a lesser degree, equipment sales are growing. While no 
statistics are readily available, estimating the market at some 
$200 million per year is not unrealistic. The larger projects 
(financed by the Asian Development Bank and the International 
Development Association of the World Bank Group) are advertised 
and subject to competitive selection procedures. 
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U.S. Department of Commerce. 


Every 2 weeks, Commerce Publications 
Update lists dozens of new titles from the 
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Department. Each listing includes number 
of pages, price, and complete ordering 
information and—in the case of major 
reports—a brief description of the 
contents. 


The price of an annual subscription to the 
Commerce Publications Update has been 
sharply reduced from $31 to $17. Now is an 
ideal time to begin taking advantage of this 
easy-to-use guide to a broad range of 
Government information. 

Enter your subscription to the Commerce 
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